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5 September 2019

Reuters: IHTL.NS; Bloomberg: IH IN
Cost optimization - driver of profitability

We recently met the management of Indian Hotels Company Limited (IHCL). Management indicated
that it is focusing on a four pronged strategy for earnings growth. The key drivers of the profit growth
are expected to be: (1) RevPar growth (2) Cost optimization (3) Growth in Food and Beverages (F&B)
(4) Increase in memberships of club ‘Chambers” and (5) Increase in management contracts. RevPar
and F&B growth YTD has been relatively muted due to slower growth from MICE and corporate
segments.

Management stated that growth for 2QFY20 till date has been muted relative to expectations due to: (1)
Flat RevPar in July 2019 and slow RevPar growth in August 2019 (2) Continued underperformance by
Corporate and MICE segments (3) Flat occupancies; marginal reduction in ARR (4) International
operations (UK) performing better due to sports events.

While the RevPar and F&B growth YTD FY20E has been muted, management is hopeful that 2HFY20
will grow at a stronger pace. Historically, second half of the year has contributed to 70% of the full year
profits.

Post our discussion with management and with other industry experts, we have revised our estimates
for IHCL. Post revision, EBITDA is expected to grow at a three year CAGR (FY19 — FY22E) of 10% to
Rs11,118mn in FY22E.

We have retained our Buy rating on the stock with a revised target price (TP) of Rs168 (Rs206 earlier).
We have rolled over from FY21E to midpoint FY22E and valued the company at 21x mid year FY22E
EVIEBITDA. The downward revision of TP is attributable to downward revision of RevPar estimates.
Revenue to be impacted because of muted RevPar and F&B: Weakness in Corporate and MICE segments till
date is expected to maintain pressure on RevPar in 2QFY20E. Although the RevPar is expected to post a YoY growth
in 2QFY20E, growth would be lower than earlier expectations. The company expects to maintain the occupancy level
but ARR is expected to trend marginally lower. Because of the slow growth of Corporate and MICE segments, the
F&B segment is also expected to post lower revenue. However, revenue growth is expected to be supported by
increase in management contracts and increase in membership of ‘Chambers’

EBITDA to be driven by cost optimization: EBITDA is expected to grow at a three year CAGR (FY19 - FY22E) of
10% to Rs11,118mn in FY22E; Revenue CAGR during the three year (FY19-22E) is expected to be 7%. This is
driven by cost optimization measures undertaken by management. Some of the measures undertaken include: (1)
Utilities - A joint venture with Tata Power Company for solar energy and also working with Siemens to take measures
for reducing energy consumption. (2) Manpower - While the company plans to maintain its manpower-to-room ratio at
1.9:1, it expects the costs to gradually reduce with the retirement of high-cost senior employees and also hiring of
relatively low-cost employees (3) Cluster-based shared services like common accounting, finance etc, (4) Synergies
to be created by merging of the sales force of Taj and Ginger hotels. (5) Standardisation of equipment to get the
benefits of discount through bulk buying of items like glasses, chairs etc.

Capex of Rs4,500mn in FY20: Management indicated that capex of Rs4.5bn for FY20E is expected to be driven by
capex for Ginger, Santacruz, Taj Mansingh, SeleQtions Connaught, Holiday Village, maintenance activities and other
hotels.

Gross debt to marginally decline during FY20: Management has indicated that the gross debt is not expected to
increase in FY20E. Most of the capex is expected to be supported by cash flows generated from non core asset sale.
Monetization of non-core assets on track: Management strategy to monetize non-core assets is on track.
Management informed that it has monetized non-core assets worth Rs750mn during the year and is hopeful of sales
of Rs2.5bn for FY20E.

Maintain Buy with revised TP of Rs168 (earlier Rs206): We have rolled over our valuation from FY21E to midpoint
FY22E. Our revised TP of Rs168 (earlier Rs206) for IHCL is based on 21x mid year FY22E EV/EBITDA, which is
supported by EBITDA CAGR of 10% over FY19-FY22E. The muted growth YTD FY20 in RevPar has led to our
reduction in RevPar growth from 8% annually (FY20-22E) to 5%-6% annually (FY20-22E). However, we maintain that
the hotel sector is in a cyclical upswing with improvement in RevPar albeit lower than expected, and also increase in
the number of rooms driving higher revenue. Higher revenue, together with a relatively muted rise in costs and high
operational leverage are expected to lead to strong growth in EBITDA. Our optimism is further supported by a healthy
balance sheet and negative working capital.

Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Revenues 41,036 45,119 48,083 51,266 55482
YoY (%) 2.3 10.0 6.6 6.6 8.2
EBITDA 6,703 8,297 8,938 10,119 11,118
EBITDA Margin (%) 16.3 184 186 19.7 20.0
PAT 632 2,445 2,913 3,867 4,631
YoY (%) NA 287 19.1 32.8 19.7
Adjusted PAT 1,009 2,868 3,337 4,281 5,042
Yo (%) NA 184.3 164 283 17.8
EPS (Rs)* 0.85 241 2.81 3.60 424
RoE (%) 24 6.6 74 84 9.0
EV/EBITDA (x) 277 200 18.2 16.2 14.4
PIE () 179.0 63.0 472 36.8 313

Source: Company, Nirmal Bang Institutional Equities Research
*Note: EPS is calculated on Adjusted PAT
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Impact of Changes

Particulars FY20E FY21E FY22E
RevPar (Rs)

Earlier 4,332 4,679 5,053
Growth (%) 8% 8% 8%
Revised 4,212 4,465 4,688
Growth (%) 5% 6% 5%
EBDITA (Rs mn)

Earlier 10,437 12,699 15,423
Revised 8,938 10,119 11,118
EBDITA Margins (%)

Earlier 21.1% 23.6% 25.7%
Revised 18.6% 19.7% 20.0%
Net Debt (Rs mn)

Earlier 18,664 13,198 6,492
Revised 18,997 14,589 10,080
Operating Cashflows (Rs mn)

Earlier 8,439 10,529 12,144
Revised 7,561 8,977 9,582
EPS (Rs)

Earlier 3.63 5.05 6.71
Revised 281 3.60 4.24
Net Asset Value (Rs mn)

Earlier 2,45,492

Revised 1,99,176

Source: Company, Nirmal Bang Institutional Equities Research
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Financial statement

Exhibit 1: Income statement Exhibit 2: Cash flow
YIE March (Rsmn) FY18  FY19 FY2E FY21E  FY22E  Y/E March (Rsmn) FY18  FY19 FY20E FY21E FY22%E
Net sales 41,036 45120 48,083 51,266 55482 PAT after MI & share in associates
Growth YoY (%) 23 100 66 66 82 &V 1,009 2868 3337 4281 5042
COGS 3,764 4,041 4,508 4,778 5,152 Depreciation 3,012 3,279 3,733 3,893 4,158
Operating costs 16,057 14,708 18,431 19,353 20,866 Finance costs 2,690 1,901 1,733 1,373 1,013
Other expenses 14510 18,074 16,207 17,017 18,348 Other income 617 834 875 919 965
EBITDA 6,703 8,207 8938 10119 11,118 Working capital changes (2,080) 1,998 (367) 350 334
EBITDA growth (%) 100 238 T 132 99 Operating cash flow 4014 9211 7561 8977 9582
EBITDA margin (%) 16.3 18.4 18.6 19.7 20.0 _ , ’
Depreciaton 3012 3279 3733 3893 aqgg  Covitalexpendiure (6,115) (4.901) (4500) (3900) (4,800)
EBIT 3,691 5,019 5,205 6,225 6,059 Net cash after capex (2,102) 4,310 3,061 5,077 4,782
EBIT (%) 9.0 111 10.8 12.1 12.5 Other income/(expense) (389) 15 537 564 592
Interest expense 2,690 1,901 1,733 1,373 1,013 Issue/(buyback of equity) 14.914 (0) - - -
Other income 617 834 875 919 965 Proceeds/repayment of borrowings (9,556) (1,015) (1,600) (4,500) (4,500)
Others 225 66 - - - Finance costs (2690) (1901) (1733) (1,373) (1,013)
5"’”“95' sl 12‘1‘? ‘1‘2;: :Z:g '15;(7)"5’ 6912 Others 4 (17200 134 140 148

x- tot

Raate gfjax o 57 w1 me w0 23238; Cash flow from fnancing 2505 (4636) (3199) (5732) (5,365)
Net profit 632 2,446 2013 3,867 4,631 Total cash generation 105 (311) 399 (92) 8
Adjusted PAT 1,009 2,868 3,337 4,281 5,042 Opening cash balance 2,471 2,703 2,409 2,663 2,571
% growth N/A 184.3 16.4 28.3 178 Closing cash & bank balance 2,703 2,409 2,663 2,57 2,579
EPS (FD) 0.85 241 2.81 3.60 424  Source: Company, Nirmal Bang Institutional Equities Research
% growth N/A 184.3 16.4 28.3 17.8

* Adjusted PAT - After minority interest and Share of associates and JV
Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Balance sheet Exhibit 4: Key ratios
Y/E March (Rsmn) FY18 FY19 FY20E FY21E  FY22E Y/E March FY18 FY19 FY20E FY21E  FY22E
Share capital 1,189 1,189 1,189 1,189 1,189 Profitability and return ratios
Reserves and surplus 40,622 42,291 45628 49909 54,951 EBITDA margin (%) 163 184 186 197 200
Net worth 41812 43480 46,818 51,098 56,140 EBIT margin (%) 9.0 14 108 191 12‘5
Loans 24274 23260 21660 17,160 12,660 Net profit margin (%) 98 64 69 63 9'1
Minority interest 7,774 7,999 7,999 7,999 7,999 ROE (%) 94 65 74 64 9'0
Provision 836 1,023 1,074 1,128 1,185 ROCE (%) 58 78 75 01 10'1
Deferred tax liability 3,563 3,768 3,956 4,154 4,362 . . o . ’
Other non-current liability 2,536 1,798 1,735 1,822 1,913 Workllng capital & liquidity ratios
Total capital employed 80,794 81,328 83242 83,361 84,258 :T:/:lt\g::l?didyass)ﬁ) iz ;2 jg jg Zg
Goodwill on consolidation 5,655 5,835 5,835 5,835 5,835 Payable (days) 134 119 120 120 120
Property, plant and equipment 57,941 59,550 60,318 60,324 60,966 Current rato (1 09 08 09 08 08
Investments 11,809 11239 11239 11239 11,239 . )

Valuation ratios

Loans A A =V O 46 41 38 35 32
Other non-current assets 5,994 7,469 7,842 8,234 8,646 EVIEBITDA (1 225 209 182 162 144
Total non-current assets 81,550 84,250 85391 85,790 86,843 PIE (x) 156.3 550 472 368 313
Trade payables 3513 3253 3539 3731 3,990 PV (1) 28 26 24 21 28
Othe.r Icurrent fabiltes 805 90% 10183 10662 M 227 Source: Company, Nirmal Bang Institutional Equities Research
Provisions (current) 1,384 1,476 1,550 1,628 1,709 *P/E is calculated on adjusted PAT
Total current liabilities 12,952 14425 15272 16,051 16,926
Inventories 857 804 1,180 1,244 1,330
Investments 3,305 2,112 2,218 2,329 2,445
Trade receivables 3,286 3,214 3,952 4,214 4,560
Cash and bank balance 2,703 2,409 2,663 2,571 2,579
Loans and advances 91 34 34 34 34
Other current assets 1,953 2,930 3,076 3,230 3,392
Total current assets 12,195 11,504 13,123 13,622 14,340
Net current assets (757)  (2,922) (2,149) (2,429) (2,585)
Total capital employed 80,794 81,328 83242 83361 84258

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
25 March 2019 Buy 148 195
8 April 2019 Buy 155 195
2 May 2019 Buy 154 195
5 July 2019 Buy 152 206
6 August 2019 Buy 135 206
5 September 2019 Buy 133 168
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Amit Agarwal, research analyst the author of this report, hereby certify that the views expressed in this
research report accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst is principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.

Indian Hotels Company




&% NIRMAL BANG Institutional Equities

Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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